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ABSTRACT 

Natives, the Foreign-Born and High School Equivalents: 
New Evidence on the Returns to the GED* 

In this paper we explore the labor market returns to the General Education Development 
exam, or GED. Using new data from the Current Population Survey, we examine how the 
return to the GED varies between U.S. natives and the foreign-born. We find that foreign- 
born men who hold a GED but received all of their formal schooling outside of the U.S. earn 
significantly more than either foreign-schooled dropouts or individuals with a foreign high 
school diploma. For foreign-born men with some U.S. schooling, earning a GED brings 
higher wages than a traditional U.S. high school diploma, although this difference is not 
statistically significantly different from zero. These patterns stand in contrast to those for U.S. 
natives, among whom GED recipients earn less than high school graduates but significantly 
more than dropouts. The effects for natives appear to become larger over the life cycle and 
do not seem to be due to cohort effects. While it is difficult to attach a purely causal 
interpretation to our findings, they do indicate that the GED may be more valuable in the 
labor market than some previous research suggests. 
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The degree to which the estimated return to education represents the return to a signal 
versus human capital has been debated since the publication of Spence’s (1973) path-breaking 
article. One testable implication of the signaling model is the existence of “sheepskin” effects — 
returns to a diploma or degree over and beyond the return to an additional year of schooling. 
While sheepskin effects were initially discounted as a potential explanation of the returns to 
education (Chiswick 1973, Layard and Psacharopoulos 1974), a variety of authors (Hungerford 
and Solon 1987, Belman and Hey wood 1991, Card and Krueger 1992, and Jaeger and Page 1996) 
have presented evidence of relatively large sheepskin effects in the returns to education for high 
school and college graduation. 

In this paper we examine the returns to a high school equivalency credential, the General 
Education Development exam (GED), using new information from the Current Population Survey 
(CPS). We examine the return to the GED for a population for whom it may play a particularly 
important signaling role — individuals who received their formal schooling outside of the U.S. If 
employers lack information about the quality or content of foreign schooling, the GED may 
provide a way for individuals to signal that they possess (otherwise unobservable) U.S. -relevant 
skills. 

Previous authors (Cameron and Heckman 1993, Cao, Stromsdorfer, and Weeks 1996) 
have argued that the labor market returns to (and sheepskin effects of) the GED are small, casting 
doubt on the usefulness of the GED as a substitute for a traditional high school degree. We find, 
however, that the wages of GED recipients (both native and foreign-born) are substantially larger 
and statistically significantly different from those of high school dropouts. Moreover, we find 
that the wages of foreign-bom, foreign-schooled GED recipients are substantially greater than the 
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wages of individuals who received a traditional high school degree outside of the U.S. 1 Our 
results suggest that the GED, while relatively rare among the foreign-born, may be important in 
the assimilation of low-skilled migrants to the U.S. labor market. 

While it is difficult to attach a purely causal interpretation to our findings, they support 
Murnane, Willett, and Tyler’s (2000), and Tyler, Murnane, and Willett’s (2000, 2001) 
conclusions that the GED may play a significant signaling role in the labor market, at least for 
some groups. We also present evidence that the return to the GED increases during the lifecycle. 
This result does not appear to be an artifact of differences between birth cohorts — when we limit 
our samples to men in their mid-twenties, we estimate returns to the GED that are quite similar to 
those estimated by Cameron and Heckman (1993) for men in the same age range but an earlier 
birth cohort. 

In section I, we briefly discuss the role that the GED may play in the determination of 
wages. Section II describes our data and the newly available information on the GED in the CPS. 
In Section III we examine the prevalence of the GED among both natives and the foreign-born. 
In Section IV we present our estimates of the return to the GED, and in Section V we compare our 
results to those of Cameron and Heckman (1993). In Section VI we offer some conclusions. 

I. The Role of the GED 

The role the GED plays in the labor market is potentially multifaceted. On the one hand, 
individuals who take the GED might acquire significant levels of human capital in preparing for 
the exam. Most previous studies dismiss this possibility, citing the fact that the median amount of 

1 This is consistent with the literature on the differences between foreign and domestic schooling. 
In Israel, Friedberg (2000) finds that the returns to education received abroad for most groups are 
lower than for persons schooled in Israel. Schoeni (1997) finds that, in general, the returns to 
education for foreign-born men are higher if they received some of their education in the U.S. 
Bratsberg and Ragan (1999) present a similar finding that is robust to the inclusion of controls for 
proficiency in English and AFQT scores. 



time spent preparing for the GED exam is quite low (only 30 hours in 1989). Over 24 percent of 
test-takers spend more than 100 hours preparing for the exam, however, and it is at least possible 
that they appreciably increase their skills in the process, leading to higher wages than they 
otherwise would have earned (Boesel, Alsalam, and Smith, 1998). Human capital acquisition 
might be especially important for migrants whose formal schooling was earned outside the U.S. if 
they acquire U.S. -specific skills (e.g. English language proficiency) in the process. If so, we 
would expect the returns to the GED to be greater for the foreign-schooled than for natives. 

On the other hand, the GED might act solely as a signal to employers of greater 
productivity if certain U.S. -specific skills are difficult for employers to observe. To the extent 
that employers in the U.S. are unfamiliar with the types of high school degrees offered in foreign 
countries or with the quality of the schooling in those countries, we would expect the GED to 
have a larger credentialing effect for the foreign-schooled than for natives. Moreover, given this 
uncertainty, we would expect the GED to have a larger return than high school degrees earned 
elsewhere. 

Ordinary least squares estimates of the returns to the GED may be biased, but the direction 
of the bias is indeterminate. The well-known omitted variables problem in estimating the return 
to education (Griliches 1977 and Willis 1986, among many others) may induce a correlation 
between wages and GED receipt that is due solely to unobserved factors such as motivation or 
ability and not to any causal effect of GED acquisition on earnings. The CPS lacks traditional 
proxies for “ability” such as test scores or parental education, and our results may suffer from 
omitted variable bias. The sign of this potential bias is unclear, however. Individuals who obtain 
a GED might simply be more motivated or possess higher (unmeasured) ability than high school 
dropouts. Alternatively, dropouts with greater ability might have less use for an additional 
credential than those who opt to take the GED. 

The simple inclusion of test scores in previous studies (Cameron and Heckman 1993 and 
Cao, Stromsdorfer, and Weeks 1996) did not greatly alter the finding that the GED had no 
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significant effect on earnings. Murnane, Tyler, and Willett (2000) and Tyler, Mumane, and 
Willett (2001) found that the GED had little impact for men and women, respectively, who left 
school with high cognitive skills, but that it did significantly raise the wages of individuals in the 
left hand tail of the cognitive skills distribution. Exploiting a natural experiment that utilized 
cross-state variation in GED passing thresholds, Tyler, Murnane, and Willett (2000) found 
positive and significant effects of the GED on earnings. This suggests that our inability to control 
for ability might bias our estimates downward, if at all, and that any significant evidence of 
returns to the GED we find might in fact understate the true returns. 

II. Data 

Partially in response to the GED literature discussed above, the CPS began in 1997 to 
differentiate between high school graduates who received their credential via a traditional 
diploma and those who were certified via the GED. 2 Beginning in January 1997, individuals who 
reported that their highest degree received was a “high school... diploma or equivalent (GED)” 
were asked whether they received this degree via graduation from high school or a “GED or other 
equivalent.” 3 GED recipients were also asked their highest level of education attained prior to 
receiving the GED. We assign 12th grade completion to individuals who received a traditional 
high school degree. Because of international differences in secondary school curricula, this 
category may be measured with some error. 

The CPS began collecting information on the country of birth and citizenship status of 
respondents in 1994. Combined with the new information on the GED, the CPS is the only data 
set we know of that permits an examination of the effects of the GED for the foreign-born. The 

2 Public-use data on the GED are available beginning in 1998. Before 1997 information on the 
GED in the CPS was only available in periodic supplements. 

3 Jaeger (2002a) describes the other additions to the CPS education questions. 



CPS also permits the examination of returns to the GED for a wider age range than that examined 
in previous studies. We will utilize this feature of the data, combined with results from Cameron 
and Heckman (1993), who use data from the NLSY, to examine changes over the life cycle in the 
returns to the GED. Unlike the NLSY, however, the CPS only has information on the highest 
level of education an individual received, and we are unable to identify GED recipients among 
those who completed some college or more. This prevents us from exploring a separate set of 
interesting questions regarding the use of the GED as a “stepping stone” to post-secondary 
education. 4 An additional advantage of the new data from CPS is the large sample size — our 
sample is more than 20 times the size of those analyzed in most previous studies. 5 

Our data are drawn from four years of the CPS Outgoing Rotation Groups from January 
1998 through December 2001 , 6 Our sample comprises individuals between the ages of 20 and 64 
who received a high school degree (either traditional or GED) or less. 7 We restrict the sample of 




4 See Boesel, Alsalam, and Smith (1998) for an overview of the literature on post-secondary 
outcomes of GED recipients. 

5 Tyler, Murnane, and Willett (2000) is a notable exception, although their primary source of data 
does not include information on traditional high school graduates. 

6 The CPS is structured so that households are interviewed for four consecutive months, not 
interviewed for the next eight months, and then interviewed for four more consecutive months. 
The CPS outgoing rotation groups comprise individuals in their forth and eighth months of the 
survey. In order to avoid having a particular individual appear in our sample twice, we use only 
those who are in their fourth month of the survey, except for the first year, for which we take 
individuals who are in either their fourth or eighth month. Data were obtained from the 
BLS/Census web site at http://www.bls.census.gov/cps. 
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The full set of our sample exclusion criteria: individuals with more than a high school education; 
individuals younger than twenty or older than sixty-four at the time of the survey; foreign-bom 
who cannot be firmly classified as having some formal U.S. schooling or as having only foreign 
formal schooling; foreign-bom who entered the U.S. prior to 1965; foreign-born whose country of 
birth was not identified (i.e. “Other”); those living in Alaska or Hawaii; those whose ethnicity is 
American Indian, Aleut, or Eskimo; those born abroad to U.S. parents or born in outlying; and 
those whose education was allocated. In addition, we exclude Canadians, as Canada also offers 
the GED and could confound our exploration of the returns to the GED as a post-migration 
credential. Because the remaining non-Mexican North American sample is extremely small 
(approximately 30 individuals, mostly from Bermuda) we drop them as well. Our regression 
samples exclude individuals whose wages were less than $1 or greater than $200 per hour and 
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